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Defendants.

COMPLAINT
The United States of America, acting under the direction of
the Attorney Ceneral, brings this civil action pursuant to
Section 4 of the Sherman Act, as anended, 15 U.S.C. § 4, to
obtain equitable and other relief to prevent and restrain
violations of Section 1 of the Sherman Act, as anended, 15 U.S. C.

8 1. The United States all eges:



1. The United States brings this action to enjoin the four
def endant options exchanges from mai ntai ning, continuing or
renewi ng an agreenment to limt conpetition anong thensel ves by
not listing equity options that were previously |listed on another
exchange.

2. Each of the defendants provides a forumfor trading
options and, when options are listed on nore than one exchange,

t he exchanges conpete for custoners by, anong ot her things,
offering better prices and nore efficient execution of option
trades. Fromthe early 1990's until at |east the sumer of 1999,
t he defendants and their co-conspirators naintai ned an agreenment
pursuant to which many frequently-traded equity options were
traded only on one exchange, resulting in sone investors paying
nmore when buying options and receiving | ess when selling options,
and being denied the other benefits of conpetition.

JURISDICTION AND VENUE

3. This Court has jurisdiction of this action and
jurisdiction over the parties pursuant to 15 U S.C. § 4 and 28
U S.C. 88 1331 and 1337.

4. Each of the defendants resides, or is licensed to
transact business, or is transacting business, in this District.
Venue is proper in this District under 15 U S.C. § 22 and 28

U S.C. § 1391(c).



DEFENDANTS

5. Def endant AMERI CAN STOCK EXCHANGE, LLC (“AMEX’) is a
limted liability conpany organi zed and existing under the |aws
of the State of Delaware, with its principal place of business in
New Yor k, New York.

6. Def endant CHI CAGO BOARD OPTI ONS EXCHANGE, | NCORPORATED
(“CBOE") is a corporation organi zed and exi sting under the |aws
of the State of Delaware, with its principal place of business in
Chi cago, Illinois.

7. Def endant PACI FI C EXCHANGE, INC. is a corporation
organi zed and existing under the laws of the State of Del aware,
with its principal place of business in San Francisco,

Cal i forni a.

8. Def endant PHI LADELPHI A STOCK EXCHANGE, INC. is a
corporation organi zed and exi sting under the laws of the State of
Del aware, with its principal place of business in Philadel phia,
Pennsyl vani a.

CO-CONSPIRATORS

9. Various partnerships, corporations, associations and
i ndi vi dual s, including persons not nanmed as defendants in this
Conmpl ai nt, have participated with defendants in the violations

alleged in this Conpl aint.



V.

TRADE AND COMMERCE

10. An option is the right either to buy or to sell a
speci fied amount or value of a particular underlying interest
(equity securities, stock indices, governnment debt securities or
foreign currencies) at a fixed “exercise” price by a specified
expiration date. An option “class” defines the option by its
type, whether it is a “put” -- the right to sell -- or a “call”

- the right to buy, and by its underlying interest. An option
“series” includes all option contracts of the sanme class wth the
sane exercise price, expiration date, and unit of trading. An
equity option is an option in which the underlying interest is an
equity security.

11. In 1973, the Securities and Exchange Conm ssion (“SEC)
aut horized CBCE to begin trading equity options. Over the next
three years, the SEC aut horized AMEX and the other defendant
exchanges to begin options trading. Options trading is
facilitated by the Options Cearing Corporation (“OCC'), which
standardi zes the option terns, clears the trades and acts as the
contra-party guarantor of performance on these options. These
OCC guaranteed option contracts are referred to as “standardi zed”
options. Because option classes are standardi zed, each class can
be traded today on any SEC-approved options exchange. As of the

date of this Conplaint, standardi zed equity options are traded on



t he exchanges operated by the defendants and the I nternational
Stock Exchange. The International Stock Exchange began trading
options in May 2000 and is not a party to this action.

12. Option exchange activities, and the violations alleged
in this Conplaint, affect investors |ocated throughout the United
States. During the time period covered by this Conplaint,
substantial nunbers of standardized equity option contracts have
traded across state lines in a continuous and uninterrupted fl ow
of interstate trade and commerce. The activities of each
def endant as described in this Conplaint have been within the

flow of, and have substantially affected, interstate comerce.



V.

CLAIM FOR RELIEF

13. An options exchange provides a forumfor trading
standardi zed options. Market makers on a specific exchange
conpete with one another in the prices they offer to buy and sel
a particular option series. |If an option is listed on two or
nor e exchanges, the best prices to buy and sell of the narket
makers on one exchange are published as the prices of that
exchange, and those prices conpete with the best prices of the
mar ket makers on each of the other exchanges where the option is
listed. Exchanges conpete for custoner orders by offering better
prices, lower transaction fees, and higher quality services,

i ncl udi ng qui cker execution and greater liquidity. The

di fference between the best price at which any market nmaker is
willing to buy an option series (the “bid”) and the best price at
whi ch any market nmaker is willing to sell the sane option series
(the “ask”) is referred to as the “spread.” The narrower the
spread, the nore likely it is that consuners, in general, are
receiving better prices when trading options.

14. Prior to 1990, rules of the SEC prohibited, with a few
exceptions, equity options from being traded on nore than one
exchange. The SEC subsequently rescinded these rules and
adopted Rule 19c¢-5. From January 20, 1990, going forward, each

exchange was permtted to list any equity option that was being



listed for the first tinme, i.e., that had not been previously

traded on any exchange, as long as its underlying security net
specific criteria, such as having a trading history and
sufficient activity, to make it eligible for listing as an
option. Miltiple listing of equity options that were already
bei ng traded as of January 20, 1990, was phased in over a period
of time ending in late 1994. Thus, by the end of 1994, each
option exchange could list any equity option class. The SEC
undert ook these changes because, anong ot her reasons, it

determ ned that conpetition anong exchanges for options business
woul d benefit investors by narrow ng spreads.

15. Followi ng the adoption of Rule 19c-5, the defendants
adopt ed procedures for listing new equity options. These
procedures were contained in the “Joi nt-Exchange Options Pl an”
“Options Plan”). The Options Plan required each exchange to pre-
announce its intention to list a new equity option class,
established a twenty-four hour tinme frame for other exchanges to
announce their intention to list the sanme option, and provided
wai ting periods before any exchange could start trading that
option. The Options Plan also provided that if an exchange was
not the first exchange to announce an intent to list an option,
or did not submit a notice of intent to list the option within
the twenty-four hour period following the initial notice
(referred to as the “initial listing window herein), it had to
wait until at |east the eighth business day after the date of the
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initial notice before it could |list and begin trading the option.

16. Starting in the early 1990's, the defendants and their
co-conspirators entered into an agreenent to limt the multiple
listing of equity options. Although the |anguage of the Options
Pl an provi ded that an exchange could list and begin trading
previously listed options after waiting eight days, defendants
undert ook to devel op additional procedures to govern the multiple
listing of equity options already listed on an exchange.

Def endants engaged in protracted di scussions regarding the

devel opnent of such procedures. During the course of these

di scussi ons, an agreenent between and anong defendants and their
co-conspirators devel oped that each would refrain fromlisting
equity options classes that were already |isted on anot her
exchange.

17. The agreenent anong defendants had the effect of
l[imting listing conpetition. As a result of defendants’
agreenent, many frequently-traded equity options were traded only

on one exchange. No exchange faced new conpetition on their
options from anot her exchange, other than in the initial listing
w ndow, until at |east the sumrer of 1999.

18. The volune of options traded grew trenmendously between
the early 1990's and the summer of 1999, nmaking it nore
attractive for exchanges to seek to list options exclusively
traded on anot her exchange. However, during this period, many of
the | argest volunme and nost actively traded option cl asses
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remai ned exclusively traded on a single exchange.

19. It was often in the economc self-interest of one or
nore exchanges to multiple list options or to engage in nore
active direct conpetition with the other exchanges. However,
each time an exchange consi dered or took any steps that would
have undercut the existing agreenent anong the defendants, one or
nmore of the defendants acted to stop this threat by, anong ot her
t hi ngs:

a. t hreat eni ng or harassi ng an exchange or market
maker that had proposed or even suggested multiple |isting,
including threats in conversations between exchanges t hat
occurred after plans to act in a manner inconsistent with
t he agreenent becane known and threats of econom c
retaliation against market makers who advocated or supported
plans to nultiple |ist;

b. ignoring or summarily denying requests from
mar ket makers to list an option class that was al ready
listed el sewhere and failing to provide internal procedures
by which a market maker could apply to Iist an option cl ass
that was already |isted el sewhere;

C. directly or through the OCC, discussing and
jointly determ ning what options products would be nmade
avai |l abl e and to whi ch exchanges, including deciding which
exchange would list an option class follow ng corporate
mergers or reorgani zations of the conpani es whose equities
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underlie the options. These decisions were made in a manner
tolimt listing conpetition anong the exchanges; and
d. directly or through the Options Price Reporting

Aut hority (“OPRA”), an exchange organi zation that

facilitates the consolidation and distribution of

i nformati on on quotes and transactions, discussing and

jointly deciding issues related to options nessage traffic

capacity available for quoting options and reporting options
trades in a manner intended to constrain capacity so as to
deter listing conpetition. Through these activities,

def endants used OPRA inproperly to discourage the multiple

listing of options.

20. After the Antitrust Division of the Departnent of
Justice and the SEC began to investigate defendants’ |isting
practices, the defendants altered their |listing practices by
begi nning, in the sumrer of 1999, to list options that had
previously been exclusively |listed on a single exchange. Since
that time, there has been a substantial increase in nultiply-
listed options, and sone option spreads have narrowed
significantly.

21. The purpose and effect of the agreement were to limt
conpetition anong defendants and their co-conspirators in the
purchase and sale of equity options fromand to the investing
public. The agreenent has had the follow ng effects, anong
ot hers:
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a. price conpetition in the purchase and sal e of
equity options has been unreasonably restrai ned; and

b. i nvestors who purchased or sold equity options
that, absent the agreenent, would have been nmultiply |isted,
have been deprived of the benefits of free and open
conpetition in the purchase and sal e of options.

22. Unl ess permanently restrai ned and enjoi ned, defendants
will continue, maintain or renew the agreenent or take other
steps to limt the nultiple listing of equity options, in
violation of Section 1 of the Sherman Act.

VI.

PRAYER FOR RELIEF

WHEREFORE, plaintiff prays:

1. That the Court adjudge and decree that the defendants
have conbi ned and conspired to restrain interstate trade and
commerce in violation of Section 1 of the Sherman Act.

2. That the defendants, their officers, directors, agents,
enpl oyees, and successors and all other persons acting or
claimng to act on their behalf be enjoined and restrained from
in any manner, directly or indirectly, continuing, maintaining,
or renewi ng the conbi nation and conspiracy alleged herein, or
from engagi ng in any other conbination, conspiracy, contract,
agreenent, understanding or concert of action having a simlar

pur pose or effect, and from adopting or follow ng any practice,
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pl an, program or device having a simlar purpose or effect.

3. That plaintiff have such other relief as the Court may

deem just and proper.

4. That plaintiff recover the costs of this action.

Respectful ly submtted,

JOEL |I. KLEIN
Assi stant Attorney General

JOHAN M NANNES
Deputy Assi st ant
At torney Cener al

MARY JEAN MOLTENBREY
Director, Gvil - Non-Merger
Enf or cenment

NANCY M GOCDVAN
Chi ef
Conmputers & Fi nance Section

Dat ed: Septenber 11, 2000
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D.C. Bar No. 288407
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JOHN H. CHUNG
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CATHERI NE E. FAZI O

RI CHARD L. | RVI NE

JOSHUA SOVEN

Att or neys
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